The term labor market duality can be used to describe different forms of labor market segmentation. Nevertheless, this term is most often used to describe the segregation between permanent employees and workers employed on a temporary basis. There is a consensus in the literature that labor market duality most often occurs after governments engage in asymmetric reforms of the labor market legislation, which significantly liberalize the use of temporary contracts, while retaining a high level of employment protection for permanent workers. This 
Introduction
The labor market duality most often appears in countries with rigid labor market legislation. In such legislative environment companies may be more inclined to hire temporary workers and the share of temporary workers in the total employment will eventually increase. Namely, if labor code foresees long and complicated procedures for dismissals of redundant permanent employees, companies will be slow to adjust to economic slowdown which might threaten their solvency. In order to preserve some room for cost reduction in case of need, firms might increase the share of temporary workers which would result in an increase in the share of temporary employees in the total employment in the economy. Since such workers will be treated by firms as flexible part of the production factors, temporary workers will be in an inferior position compared to other employees and labor market duality might materialize. Employing workers under temporary contracts will be more attractive for companies when the employment protection for regular contracts is high, and legal restrictions for the use of temporary contracts are low.
A number of possible negative consequences of the labor market duality are empirically identified, both for workers and for firms. For instance, temporary workers are more exposed to the risk of losing their jobs, they usually enjoy lower salaries and fewer other benefits, such as on job education programs, compared to regular employees. Young workers can be particularly affected by this phenomenon during crisis episodes, considering that they are more often employed under temporary contracts than workers from other age groups. Croatian Economic Survey : Vol. 17 : No. 1 : June 2015 : pp. 5-45 Employers might also experience some negative effects of increased reliance on temporary workers, principally in terms of lower productivity growth.
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The main goal of this paper is to analyze whether there are signs of labor market duality in Croatia, given its relatively rigid labor market legislation.
As employment dynamics have been under the strong influence of economic contraction in recent years, the issue of labor market duality is considered taking into account the adverse macroeconomic developments. Given the existence of large external and internal imbalances, the outbreak of the global financial crisis initiated a deep recession in Croatia which led to a significant worsening of labor market conditions. As in other countries with similar characteristics, the employment contraction was especially pronounced in the activities of construction and retail, which previously relied on buoyant domestic demand.
A noticeable decline in the number of employees was recorded in all other economic activities, except in those few dominated by the public sector. Croatia stands out among peer countries in that it experienced pronounced annual employment drop in every year in the period between 2009 and 2013. The exceptional persistence of the current recession points to existence of certain unfavorable factors that especially negatively affect the economic developments in Croatia. Among the key obstacles to growth are the need for deleveraging of domestic entities after the fast accumulation of debt in the previous period and the long and ineffective fiscal consolidation. Although the government has implemented several restrictive fiscal measures, the progress in the reduction of fiscal imbalances has not yet been achieved, which in turn negatively weighs on the confidence of domestic economic agents and foreign investors (International Monetary Fund, 2014) . Moreover, the external sector cannot provide the vital stimulus to economic recovery due to fragile recovery of the key trading partners, but also insufficient export capacities, unfavorable geographic orientation and product specialization of Croatian exports (European Commission, 2013) .
In addition to strong employment contraction, during the current recession significant changes in the employment flows have been observed. Specifically, in
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Labor Market Duality and the Impact of Prolonged Recession on Employment in Croatia Croatian Economic Survey : Vol. 17 : No. 1 : June 2015 : pp. 5-45 recent years companies have significantly accelerated hiring based on temporary contracts, which leads to a gradual increase in the share of temporary workers in the total employment. This paper analyzes the data on employment flows from the beginning of recession until the end of 2014 in order to gather more detailed insight into the recent intensification of temporary employment. This way it is estimated whether the more frequent use of temporary contracts is a general trend among companies or simply a result of more pronounced seasonal hiring in service activities. Furthermore, this paper deals with the relative dynamics of temporary and permanent employees during the recession, both for Croatia and other Member States, in order to find whether the temporary employees were hit relatively harder by the recession, which would be a feature of dual labor market as suggested by the literature. Based on the analyzed data the conclusion is derived on whether there has been strong evidence of labor market duality in Croatia.
This paper briefly discusses the labor market legislation in Croatia, with special focus on employment protection for regular contracts, in order to determine whether there are institutional preconditions for the duality of the labor market.
The government took some important steps in order to increase flexibility of the labor market legislation in recent years, as part of the general endeavor to improve the business climate in Croatia. This paper covers some key aspects of those legal reforms and discusses their possible impact as regards the potential labor market duality. The employment protection legislation in Croatia has been estimated in a few instances (Biondić, Crnić and Martinis, 2002; Matković and Biondić, 2003; Tonin, 2009; Tomić and Domadenik, 2012; Croatian National Bank, 2013; and Kunovac, 2014) , but this paper covers primarily the changes provided with the new Labor code (Narodne novine, 93/2014) 1 which was not covered by the existing papers in detail. The main finding of the analysis is that the new labor market reform is the first reform of that kind after a long time that has to some extent reduced the employment protection for permanent employees. Croatian Economic Survey : Vol. 17 : No. 1 : June 2015 : pp. 5-45 The paper is structured as follows. After the introduction, a review of the extensive literature of dual labor markets is briefly presented. The third chapter deals with the impact of recession on the labor market in Croatia 2 , while the fourth chapter discusses the possible existence of the labor market duality in Croatia. The fifth chapter presents the main findings of the paper.
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Labor Market Duality: A Literature Review
The existing problem of labor market duality in several European countries emerged gradually following the changes in labor market legislation that have occurred over the past five decades. In the first phase, during the 1960s and the first half of 1970s, a number of European countries considerably increased the level of employment protection (Bentolila and Bertola, 1990) . The adverse consequences of the 1973 oil shock clearly demonstrated that higher rigidity of the labor market legislation resulted in the lower ability of companies to adjust to changing economic conditions. The oil shock resulted in a sharp deceleration of economic growth which negatively reflected on business confidence. In such an environment companies were eager to reduce the production costs by cutting employment, but the adjustment process was rather slow due to previously increased employment protection. As a result, companies were reluctant to engage in new hiring which contributed to a relatively high unemployment rate.
Many authors (e.g., Giersch, 1985) held that the rigid labor market legislation was the main factor behind dismal performance of labor markets in Europe in that period.
In order to respond to firms' demands for higher flexibility and to boost employment, policy-makers started to implement labor market reforms (Bentolila and Dolado, 1994; Blanchard, Jaumotte and Loungani, 2013) . However, as comprehensive reforms were difficult to implement due to a strong resistance of labor unions, in most cases those reforms were asymmetric, addressing only
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Labor Market Duality and the Impact of Prolonged Recession on Employment in Croatia Croatian Economic Survey : Vol. 17 : No. 1 : June 2015 : pp. 5-45 provisions related to temporary workers (Saint-Paul, 1997) . Specifically, such reforms were based on significant liberalization of the temporary contracts, which provided companies with higher flexibility in regulating the number of employees, while existing permanent employees preserved a high level of employment protection 3 . As shown in Bentolila and Dolado (1994) , the surge in temporary employment after the implementation of asymmetric reforms was particularly evident in countries which were previously characterized by highly rigid labor markets, such as Spain and France.
Boeri (2010) also finds the connection between the dual labor markets and the implementation of marginal reforms, and states that such reforms were driven by efforts to reduce the employment protection measured by the EPL index (Employment Protection Legislation), which is estimated by the OECD. Namely, as the EPL index was the aggregate measure of rigidity which did not separately assess the level of employment protection for different types of contracts, governments could successfully reduce the index by liberalizing temporary employment, without changing the regulatory treatment of permanent workers.
However, in 2013 the OECD switched from calculating the aggregate EPL index to calculating the two separate indexes: EPT index (employment protection temporary contracts) that deals with provisions covering temporary employment, and EPRC index (employment protection regulator contracts, including collective dismissals) that assesses the rigidity of legislation concerning regular contracts.
With this adjustment the OECD prevented countries from reducing the overall score for labor market rigidity by changing only provisions dealing with temporary contracts.
There is a consensus in the literature that asymmetric reforms which cause the labor market duality do not have clear positive impact on employment and productivity. For example, Boeri and Garibaldi (2007) argue that partial reforms increase the cyclical volatility of employment along the business cycle, but that begins, companies attempt to reduce production costs, which foremost affects temporary workers since they can be dismissed much easier than permanent workers. Therefore, Boeri and Garibaldi (2007) conclude that the liberalization of temporary contracts results in higher cyclical volatility of employment, while the positive effect on the average number of employees is only temporary (the honeymoon effect). Moreover, Boeri and Garibaldi (2007) show that asymmetric labor market reforms might have a negative impact also on the average labor productivity. Namely, the authors suppose that companies will hire temporary workers during the economic expansion, on the part of the labor demand curve where marginal productivity of labor is diminishing. Given that marginal productivity of every additional worker is lower, the average level of productivity will decrease as the number of temporary workers increases. Blanchard, Jaumotte and Loungani (2013) also find a possible negative impact of marginal reforms on labor productivity, but the negative effects stem primarily from the fact that employers are less willing to invest in education of temporary workers, which reflects on their productivity growth. Bentolila and Dolado (1994) agree that excessive employment instability might negatively reflect on the development of human capital, and argue that increased bargaining power of permanent workers could be an additional side effect of asymmetric reforms. Namely, given that such reforms liberalize the hiring of temporary workers which represent a flexible part of production factors, the risk of job loss for permanent employees declines, which further strengthens their bargaining position. This finding was recently empirically confirmed by Bakker and Zeng (2013) who find that in countries with dual labor markets the adjustment of companies during the recent crisis was more often based on temporary employment cuts than on the reduction of average wage, which can be explained by the influence of insiders, the permanent workers. Garibaldi and Taddei (2013) find that after the implementation of asymmetric labor market reforms companies start to substitute permanent workers with less expensive temporary workers, with the basic motivation of cost reduction. The unfavorable result of such substitution is a decrease in the number of available permanent job positions, and that in turn makes it more difficult for temporary employees and unemployed to find a stable, long-term employment. Nevertheless, Garibaldi and Taddei (2013) bring up some potentially positive effects of temporary employment for both workers and firms. Specifically, the liberalization of temporary contracts could facilitate the transition of young people from education to employment, while the benefit for employers is that such contracts allow a certain time period for the evaluation of candidates for permanent positions.
The evidence of labor market duality is found even in the United States which is characterized by highly flexible labor market. The labor market segmentation in the United States cannot be explained by asymmetric employment protection like in several European countries, but by the coexistence of high quality and low quality jobs. For example, Doeringer and Piore (1971) describe labor segmentation in the U.S. as a division between the employees of the primary sector, who usually work for manufacturing firms which offer high wages, job security and opportunity for internal promotion, and the workers of the secondary sector, typically employed in elementary occupations in service activities, who are exposed to job insecurity and generally much worse working conditions. Such workers may enter into a vicious cycle given that their unstable work histories, as well as lack of human capital due to low availability of onthe-job training in the secondary sector, will prevent them from entering the primary sector (Gordon, 1972; Bluestone, 1970) . Some authors point out that discrimination, especially racial discrimination, is one of the main reasons why certain groups show limited upward mobility and stay trapped in the secondary sector permanently (Harrison, 1973) . This paper contributes to the existing literature on labor market duality in Croatia by analyzing the data from the Labor Force Survey for the entire period of current recession, focusing separately on the dynamics of temporary and permanent employment. In that way, while also taking into account employment dynamics in other Member States, this paper derives the conclusion on whether the signs of labor market duality have been identified in Croatia during the recession.
Furthermore, an important contribution of this paper is that it identifies, based on a detailed analysis of employment flows, major changes in the structure of new employment. Namely, in the later phase of the current recession companies have intensified the hiring on temporary basis while at the same time they have slowed down hiring under permanent employment contracts, which may be considered as a sign of strengthening of the labor market duality. Vol. 17 : No. 1 : June 2015 : pp. 5-45 3 Impact of the Prolonged Recession on Employment in Croatia
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Croatian Economic Survey :
Cyclical and Structural Determinants of the Employment Contraction
When analyzing the employment dynamics in the period after the outbreak of the global financial crisis, one has to bear in mind the magnitude of output contraction which was registered in Croatia in that period. Namely, from the beginning of the recession to the end of 2013 the real GDP cumulatively declined by more than 12 percent, which is one of the worst output performances in the entire EU 4 . Given the strong positive correlation between the real economic activity and the labor market, Croatia is also among the countries which recorded the strongest employment contraction in recent years. States' economies determined the intensity of negative developments after the global financial crisis affected the EU. Table 1 shows the overall change in the number of employees in the Member States during the recession, together with a few important macroeconomic indicators for those countries for the period prior to the crisis. It is obvious that employment contraction was especially strong in those countries which previously stood out with excessive macroeconomic imbalances, such as Greece, Spain, Portugal, Baltic countries and Croatia.
Regression estimation of determinants of the fall in employment, with key macroeconomic indicators for the pre-crisis period as independent variables, confirms that the initial level of imbalances can partly explain the differences in employment dynamics among EU Member States during the recession. The Table 2 5 Malta and Luxembourg are excluded from the estimation since the net external debt is significantly negative in both countries, which is related to the fact that both countries serve as financial centers. The coefficients for both variables have intuitive signs. The coefficient for the net external debt is positive, suggesting that a stronger debt accumulation in the pre-crisis period implied a greater deleveraging afterwards, causing a deeper economic slump and a more pronounced employment contraction. The current account balance, on the other hand, has a negative coefficient, which might suggest that a more negative current account balance prior to the crisis entailed a stronger correction of the domestic demand after the crisis escalated, which in turn led to a more severe drop in output and employment. However, the regression results should be considered as only indicative since this simple model clearly suffers from many econometric flaws.
In several Member States the current account deficits were higher than what is acceptable for countries of such levels of relative income, since they were a reflection of overheating of the domestic demand in those economies. An extended period of buoyant domestic demand initiated unfavorable adjustments in the economic structure, given that output and employment expanded especially in those sectors which relied on strong domestic demand, such as construction and
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retail (Sun, Mitra and Simone, 2013) . Furthermore, the excessive current account imbalances were mirrored in the strong accumulation of net external debt which implied substantial refinancing needs and therefore high vulnerability to external shocks. After the escalation of the global financial crisis in the late 2008 those economies were forced to abruptly correct the prevailing imbalances, and that in turn caused significant fall in the output and employment, particularly in those activities which previously benefited from strong domestic demand 6 .
According to the data presented in Table 1 Employment has been declining continuously since the start of the crisis in almost every sector of the economy. When analyzing employment dynamics according to NACE classification of activities, it is noticeable that the strongest fall is registered in construction and in the category wholesale, retail trade, repair of motor vehicles and motorcycles (Table 3) . To be precise, in the period from (Table 4) . The adverse domestic economic developments and subdued foreign demand reflected also on the industrial output in Croatia, which resulted in the number of employees in the industry cumulatively falling by 21 percent or by 75 thousand in the period 2009-2013. Table 3 shows that the recession has not affected the employment in activities dominated by the public sector: public administration and defense, education and human health activities. In fact, the total employment in those activities slightly increased during the recession, while in other economic activities the employment shrank by more than 250 thousand.
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Accordingly, it could be argued that the private sector has borne the full burden of the employment adjustment during the crisis. In most other Member States the adverse impact of recession on employment in activities dominated by the public sector was also subdued, which could be explained by the fact that employment in those activities typically does not fluctuate to a great extent over the business cycle. However, in several Member States which relied on financial assistance from the IMF and the EU, the employees of the public sector employment have been affected by the recession. Namely, the macroeconomic adjustment programs implemented by Latvia, Greece and Portugal were based, among other measures, on reduction of the public sector wage bill, and that was partly achieved by dismissing a certain share of public sector servants (Table 4) .
Changes in the Structure of New Employment
The protracted recession, besides adversely affecting the employment dynamics, has also caused noticeable changes in the structure of new employment. Namely, the data on flows in the unemployment register published by the Croatian Employment Service (CES) show that the companies have significantly increased the use of temporary contracts in new hiring. Beginning with 2010, the number of exits from the unemployment register based on temporary employment has been rising very strongly, while at the same time the number of hiring under the permanent employment contracts has been steadily decreasing. 7 The data refer to a cumulative loss in employment registered in Member States after the outbreak of the global financial crisis. Given that the intensity and duration of recession varied to a great extent among countries, the data on employment drop for different countries refer to different time periods. The time period for which the cumulative employment drop for individual Member States is calculated is specified in the Table 2 . 
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Analysis of the Potential Labor Market Duality in Croatia
The previous chapter briefly discussed the strong negative impact of the recent recession on the Croatian labor market. This chapter analyzes whether during this period some particular groups of employees were privileged in a sense that they enjoyed higher level of job security than other groups of employees.
The special focus will be on the comparison between the relative positions of employees depending on the type of the employment contract, but some other potential forms of labor market segmentation will also be considered. But first, a brief overview of the labor market legislation in Croatia is presented in order to define whether the current institutional setup stimulates the emergence of the labor market duality.
Rigidity of the Labor Market Legislation in Croatia
In the literature review it is noted that the labor market duality most often arises when companies, due to a high level of employment protection for permanent employment contracts and at the same time a flexible legal framework for temporary contracts, rapidly increase their reliance on temporary workers. Croatia Moreover, when an employer decides on the termination of the contract due to business or personal reasons, he has to take into account personal characteristics of the employee, such as his seniority, age, physical disability and maintenance obligations lying upon the employee. A provision according to which a worker dismissed due to business reasons has priority in case a company decides to hire a worker for the same job position within the six months after the dismissal is also very rigid for employers. Nevertheless, it is important to notice that most of the abovementioned restrictive provisions concern only companies with twenty or more employees, meaning that smaller companies are not obliged to respect those provisions.
In June 2013 the revised Labor code (Narodne novine, No. 73/2013) entered into force, which was presented as the first stage of the comprehensive labor market reform. The main goal of the revised law was to reduce the rigidity of the labor market legislation according to international standards in order to positively reflect on the overall business environment in Croatia. However, the effects of the law were limited since it affected almost exclusively the provisions regarding temporary contracts. More specifically, the companies were allowed to justify more easily the first application of the temporary contract, and the provision which limited the duration of the first temporary contract to three years was removed. Some minor adjustments to the provisions covering collective dismissals were also implemented 8 . Kunovac (2014) using the methodology of the OECD estimates that the legal adjustments of June 2013 lowered to some Croatian Economic Survey : Vol. 17 : No. 1 : June 2015 : pp. 5-45 extent the rigidity of the labor market legislation in Croatia, but that it was almost entirely the result of the liberalization of temporary contracts. Given that adjustments to the provisions addressing regular contracts were not implemented at that stage, the revised Labor code actually increased the relative appeal of temporary contracts compared to regular contracts. Such design of the reform is comparable to labor market reforms implemented in Italy, Spain and France during the 20th century, which contributed to the appearance of labor market duality in those countries.
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Potential Effects of the New Labor Code of 2014
In However, several restrictive provisions covering dismissals of permanent employees remained in force. For example, the employer is still obliged to inform the workers' council if he plans to dismiss a particular worker, personal features of a worker should be taken into account when considering dismissal of a worker due to business reasons, and a dismissed worker has the priority in case a company decides to hire for the same position within the six months after the dismissal. Nevertheless, one should bear in mind that those restrictive provisions only relate to companies which employ twenty or more workers, so the smaller companies are not affected by them.
The Use of Temporary Contracts in Croatia
The Share of Temporary Workers in Total Employment
Although the employment protection legislation in the pre-crisis period was relatively rigid by international standards, companies were usually ready to hire workers on a permanent basis. Compared to other Member States, the share of temporary employees was not especially high and in 2008 it stood at 12 percent, which was slightly lower than the average value for the EU (Figure 3 ).
10 For details about the labor market reform of 2003 see Matković and Biondić (2003) .
11 Namely, the new law removes the obligation for the employer to develop a social security plan for redundant workers. Moreover, the new law foresees some adjustments which will not directly affect the level of employment protection, but which could nevertheless have some favorable effects on companies. For example, in order to accelerate the process of employment adjustment, the new law stipulates that the notice period runs even during the annual leave and paid leave. The new law also includes provisions which limit the possibility for employees to avoid dismissal with the use of sick leave. June 2015 : pp. 5-45 For comparison, in Spain the share of temporary employees in the total number reached 30 percent prior to crisis, which is partly a result of asymmetric labor market reforms implemented in earlier decades.
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In Croatia the temporary contracts are much more common among young workers than in other age groups. The data from the Labor Force Survey for 2008 show that the share of temporary workers in total employment for the age group 15-24 surpassed 30 percent, while for the age groups 25-49 and 50-64 the temporary workers' shares were 9.8 percent and 3.4 percent, respectively. However, during the recession the share of temporary workers in total employment increased for all three age groups. Taking into account the frequency of temporary contracts in different economic activities, it is evident that such employment contracts are most common in manufacturing, wholesale and retail trade, and in the activities of accommodation and food service. Furthermore, when analyzing the use of temporary contracts by main occupations, it is noticeable that such contracts are most frequently used for employing workers of service and sales occupations, workers of elementary occupations and industrial workers 12 .
Given the dominance of permanent employees in total employment prior to the outbreak of global financial crisis, Croatian companies could not achieve sufficient cost reduction by dismissing only temporary workers. In such Ireland, Latvia, Hungary and Slovakia recorded an increase in the number of temporary workers during the recession, at the time when the total employment was shrinking. In contrast to developments in Croatia and the abovementioned countries, in several Member States a major share of the overall employment contraction was a consequence of a significant drop in the temporary employment. Specifically, a pronounced fall in the temporary employment was registered in Italy, France, Greece, Portugal and Spain. The destruction of temporary job positions was especially evident in Spain, which many authors (e.g., Jaumotte, 2011; Cazes and Laiglesia, 2014) highlight as a country with the most evident duality of the labor market. In the period between 2007 and 2013 the number of temporary workers declined by around 2 million, which represents more than 60 percent of the overall employment loss registered in Spain in that period (Table 5) . It could be argued that all potential risks stemming out from the dual labor market entirely materialized in Spain during the crisis 13 . Namely, the impact of Croatian Economic Survey : Vol. 17 : No. 1 : June 2015 : pp. 5-45 recession was clearly borne relatively stronger by temporary employees, which suggests that they were in a markedly inferior position in terms of employment protection compared to permanent employees. Also, the dismissal of temporary workers contributed in a great extent to a cyclical decline in employment, which is also one of the common deficiencies of dual labor markets, as suggested by the literature.
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Potential Causes of Recent Adjustment in the Structure of Employment
It is mentioned earlier that Croatia did not stand out with an especially high share of temporary employees in the years prior to the crisis. However, during the current recession noticeable changes in the employment flows have been registered, which in turn affects the relative shares of temporary and permanent workers in the total employment. More specifically, the data on flows in the unemployment register presented in Figure 4 show that during the current crisis, Such adjustments in the structure of new employment are not just a result of more pronounced seasonal hiring in services, but a general trend among companies.
Namely, the data suggest that temporary hiring has increased significantly in the period 2010-2014 in basically every NACE activity, while hiring on permanent basis has slowed down (Tables 1 and 2 in the Appendix). The results of the Employers' survey also confirm that companies have been much more prone to temporary employment during the crisis 14 .
The detailed data from the Labor Force Survey and the data on flows in the unemployment register clearly indicate that Croatian companies have started to substitute the use of permanent contracts with temporary employment contracts. Croatian Economic Survey : Vol. 17 : No. 1 : June 2015 : pp. 5-45 This trend is visible in almost all economic activities, so we can reject the possibility that the surge in temporary employment is a result of more pronounced seasonal employment. Low level of business confidence caused by the prolonged recession is the probable cause of greater reliance of companies on temporary employment.
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Namely, in the environment of low demand and high uncertainty, companies are more prone to hire workers using temporary contracts, since such contracts allow for higher flexibility to changing business conditions. Specifically, a company can very easily dismiss a temporary employee in case of a negative demand or supply shock by simply not renewing the temporary contract at its expiration.
Is There Labor Market Duality in Croatia?
The literature suggests that the distinct features of dual labor markets are the high share of temporary employees in total employment and the inferior position of those workers since they take a relatively harder burden of employment destruction during recessions. Moreover, high fluctuation in the number of temporary employees, which is a result of intensive temporary hiring in the expansionary phase, and afterwards a quick reduction in the number of temporary jobs during the phase of economic contraction, magnify the cyclical volatility of employment in dual labor markets.
Based on the analysis of the labor market developments over the recent years one cannot find strong evidence of the labor market duality in Croatia. Although
Croatian labor market had all the features of a relatively rigid labor market according to international standards, at the beginning of the global financial crisis the share of temporary employees was relatively low. Given the low share of temporary workers in the total employment, Croatian companies were not able to adapt to deteriorating environment by dismissing only temporary workers, so almost the entire adjustment cost was taken by permanent employees. In such circumstances, it is not possible to argue that in Croatia the temporary employees took a disproportionally heavy burden of employment reduction, while the permanent employees were relatively isolated from the negative impact of the crisis. Meanwhile, in several Member States a major share of total employment decline was a consequence of reduction in temporary job positions.
Spain especially stood out in that regard, given that prior to the crisis it had the highest share of temporary employees in the entire EU.
This chapter documents that since 2010 companies have been rapidly increasing the use of temporary contracts, which in turn results in the gradual increase in the share of temporary workers in the total employment. More frequent reliance on temporary contracts compared to the pre-crisis period could be a reflection of the higher risk aversion of firms in the environment of elevated uncertainty caused by the protracted recession. The relatively high level of employment protection for permanent employees most certainly affects such behavior of companies. However, a significant number of dismissals of permanent employees due to business reasons in recent years suggests that companies have succeeded in reducing employment regardless of the high employment protection. In that regard it is important to have in mind that most of the restrictive measures which complicate the dismissal process concern only companies with twenty or more employees. That means that smaller companies, which employ a high share of total workers in the economy, do not confront a lot of legal obstacles when engaging in employment cuts.
It is hard to predict whether the current structure of employment flows, which is dominated by temporary hiring, will remain after the economy finally approaches the recovery phase. In case this trend continues, the number of temporary employees would increase relative to the number of permanent employees.
The temporary workers would be considered by the companies as the room for maneuver which could be used for adjustment purposes when the economic contraction occurs. In such circumstances the gap would emerge between the growing number of temporary employees and the permanent employees which enjoy much higher level of job security. Nevertheless, it is more likely that the companies' excessive reliance on temporary employment contracts is primarily a cyclical phenomenon which may disappear over the medium term, as soon as the economy reaches the path of sustainable recovery.
With regard to other potential sources of labor market duality in Croatia, during the current recession there has been an obvious segmentation of the labor market between the employees of the public sector, who were generally isolated from the negative effects of the crisis, and the employees of the private sector, who took almost the whole burden of the employment adjustment.
Namely, as it is documented in this paper, the employment in economic activities 
Conclusion
The global financial crisis initiated a deep and persistent recession in Croatia which also heavily reflected on the labor market. Among the Member States of the EU, Croatia stands out as one of the countries which registered the strongest cumulative fall in economic activity and the worst labor market performance in the last couple of years. This paper illustrates that the scale of employment destruction varied to a great extent across countries, partly depending on how vulnerable the respective country was in the moment when the global crisis The data on employment dynamics for the period since the start of recession do not provide clear indications of labor market duality in Croatia. Although the labor market legislation is mostly considered rigid, especially regarding provisions which stipulate high level of employment protection for permanent employees, the share of temporary employees prior to the global financial crisis was lower than the average value for the EU. The relatively low share of temporary workers meant that companies were not able to achieve the necessary cost reduction by dismissing only temporary workers when recession started.
In such circumstances, permanent employment contracts did not guarantee job security and the intensification of the recession led to a dramatic fall in the number of permanent employees. In contrast to the situation in Croatia, in several Member States the temporary employees took a relatively heavier burden of employment reduction. This was especially the case in Spain. A very strong reduction in the number of temporary employees has demonstrated the obvious
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Labor Market Duality and the Impact of Prolonged Recession on Employment in Croatia Croatian Economic Survey : Vol. 17 : No. 1 : June 2015 : pp. 5-45 discrimination between workers depending on the type of their employment contract, whereby temporary employees were much more exposed to the risk of losing their jobs. Moreover, strong dismissal of temporary workers contributed to the overall cyclical volatility of employment in the last couple of years. Therefore, all risks which may exist in dual labor markets materialized in Spain during the current crisis.
Nevertheless, noticeable changes in the employment flows have been observed
in Croatia during the current recession, which also affect the structure of total employment. Namely, the data on flows in the unemployment register show that the hiring based on temporary contracts is rapidly growing from 2010 onwards, while hiring on permanent basis is at the same time steadily declining. Such divergent trends resulted in a gradual increase in the share of temporary workers in the total employment. One explanation for more frequent use of temporary employment contracts is higher risk aversion of companies in the environment of uncertainty caused by the prolonged recession. Namely, the reliance on temporary workers allows for more flexibility since, in case of a negative shock, a company can easily dismiss such workers by not renewing the temporary contract at its expiration.
It is not possible to predict whether the companies will still excessively rely on temporary employment when economic activity strengthens. If the current structure of employment flows remains, the share of temporary employees would increase further which might result in the strengthening of the labor market duality. Nevertheless, it is more likely that the recent changes in the employment flows are primarily a cyclical phenomenon which might disappear once the economy reaches firmer recovery and business confidence increases. The new Labor code enacted in 2014, which has slightly reduced the employment protection for regular contracts, might stimulate firms to hire on permanent basis more frequently.
